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(3) A C corporation equals the per-
centage of the fair market value of the
issued and outstanding stock owned by
the shareholder; and

(4) A trust equals the percentage of
the actuarial interests owned by the
beneficial owner of the trust.

(C) Example. Entity structured to avoid re-
lated person status. A, B, and C form a gen-
eral partnership, ABC. A, B, and C are equal
partners, each contributing $1,000 to the
partnership. A and B want to loan money to
ABC and have the loan treated as non-
recourse for purposes of section 752. A and B
form partnership AB to which each contrib-
utes $50,000. A and B share losses equally in
partnership AB. Partnership AB loans part-
nership ABC $100,000 on a nonrecourse basis
secured by the property ABC buys with the
loan. Under these facts and circumstances, A
and B bear the economic risk of loss with re-
spect to the partnership liability equally
based on their percentage interest in losses
of partnership AB.

(c) Limitation. The amount of an in-
debtedness is taken into account only
once, even though a partner (in addi-
tion to the partner’s liability for the
indebtedness as a partner) may be sepa-
rately liable therefor in a capacity
other than as a partner.

(d) Time of determination. A partner’s
share of partnership liabilities must be
determined whenever the determina-
tion is necessary in order to determine
the tax liability of the partner or any
other person. See § 1.705–1(a) for rules
regarding when the adjusted basis of a
partner’s interest in the partnership
must be determined.

[T.D. 8380, 56 FR 66356, Dec. 23, 1991]

§ 1.752–5 Effective dates and transition
rules.

(a) In general. Unless a partnership
makes an election under paragraph
(b)(1) of this section to apply the provi-
sions of §§ 1.752–1 through 1.752–4 ear-
lier, §§ 1.752–1 through 1.752–4 apply to
any liability incurred or assumed by a
partnership on or after December 28,
1991, other than a liability incurred or
assumed by the partnership pursuant
to a written binding contract in effect
prior to December 28, 1991 and at all
times thereafter. However, § 1.752–
3(a)(3) fifth, sixth, and seventh sen-
tences, (b), and (c) Example 3, do not
apply to any liability incurred or as-
sumed by a partnership prior to Octo-

ber 31, 2000. Nevertheless, § 1.752–3(a)(3)
fifth, sixth, and seventh sentences, (b),
and (c) Example 3, may be relied upon
for any liability incurred or assumed
by a partnership prior to October 31,
2000 for taxable years ending on or
after October 31, 2000. In addition,
§ 1.752–1(f) last sentence and (g) Example
2, do not apply to any liability incurred
or assumed by a partnership prior to
January 4, 2001. Nevertheless, § 1.752–
1(f) last sentence and (g) Example 2,
may be relied on for any liability in-
curred or assumed by a partnership
prior to January 4, 2001 and, unless the
partnership makes an election under
paragraph (b)(1) of this section, on or
after December 28, 1991, other than a li-
ability incurred or assumed by the
partnership pursuant to a written bind-
ing contract in effect prior to Decem-
ber 28, 1991 and at all times thereafter.
For liabilities incurred or assumed by a
partnership prior to December 28, 1991
(or pursuant to a written binding con-
tract in effect prior to December 28,
1991 and at all times thereafter), unless
an election to apply these regulations
has been made, see §§ 1.752–0T to 1.752–
4T, set forth in 26 CFR 1.752–0T through
1.752–4T as contained in 26 CFR edition
revised April 1, 1991, (TD 8237, TD 8274,
and TD 8355) and § 1.752–1, set forth in
26 CFR 1.752–1 as contained in 26 CFR
edition revised April 1, 1988 (TD 6175
and TD 6500).

(b) Election—(1) In general. A partner-
ship may elect to apply the provisions
of §§ 1.752–1 through 1.752–4 to all of its
liabilities to which the provisions of
those sections do not otherwise apply
as of the beginning of the first taxable
year of the partnership ending on or
after December 28, 1991.

(2) Time and manner of election. An
election under this paragraph (b) is
made by attaching a written statement
to the partnership return for the first
taxable year of the partnership ending
on or after December 28, 1991. The writ-
ten statement must include the name,
address, and taxpayer identification
number of the partnership making the
statement and contain a declaration
that an election is being made under
this paragraph (b).

(c) Effect of section 708(b)(1)(B) termi-
nation on determining date liabilities are
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incurred or assumed. For purposes of ap-
plying this section, a termination of
the partnership under section
708(b)(1)(B) will not cause partnership
liabilities incurred or assumed prior to
the termination to be treated as in-
curred or assumed on the date of the
termination.

[T.D. 8380, 56 FR 66356, Dec. 23, 1991, as
amended by T.D. 8906, 65 FR 64890, Oct. 31,
2000; T.D. 8925, 66 FR 723, Jan. 4, 2001]

§ 1.753–1 Partner receiving income in
respect of decedent.

(a) Income in respect of a decedent
under section 736(a). All payments com-
ing within the provisions of section
736(a) made by a partnership to the es-
tate or other successor in interest of a
deceased partner are considered income
in respect of the decedent under sec-
tion 691. The estate or other successor
in interest of a deceased partner shall
be considered to have received income
in respect of a decedent to the extent
that amounts are paid by a third per-
son in exchange for rights to future
payments from the partnership under
section 736(a). When a partner who is
receiving payments under section
736(a) dies, section 753 applies to any
remaining payments under section
736(a) made to his estate or other suc-
cessor in interest.

(b) Other income in respect of a dece-
dent. When a partner dies, the entire
portion of the distributive share which
is attributable to the period ending
with the date of his death and which is
taxable to his estate or other successor
constitutes income in respect of a dece-
dent under section 691. This rule ap-
plies even though that part of the dis-
tributive share for the period before
death which the decedent withdrew is
not included in the value of the dece-
dent’s partnership interest for estate
tax purposes. See paragraph (c) (3) of
§ 1.706–1.

(c) Example. The provisions of this
section may be illustrated by the fol-
lowing example:

Example. A and the decedent B were equal
partners in a business having assets (other
than money) worth $40,000 with an adjusted
basis of $10,000. Certain partnership business
was well advanced towards completion be-
fore B’s death and, after B’s death but before
the end of the partnership year, payment of
$10,000 was made to the partnership for such

work. The partnership agreement provided
that, upon the death of one of the partners,
all partnership property, including unfin-
ished work, would pass to the surviving part-
ner, and that the surviving partner would
pay the estate of the decedent the undrawn
balance of his share of partnership earnings
to the date of death, plus $10,000 in each of
the three years after death. B’s share of
earnings to the date of his death was $4,000,
of which he had withdrawn $3,000. B’s dis-
tributive share of partnership income of
$4,000 to the date of his death is income in
respect of a decedent (although only the
$1,000 undrawn at B’s death will be reflected
in the value of B’s partnership interest on
B’s estate tax return). Assume that the value
of B’s interest in partnership property at the
date of his death was $22,000, composed of the
following items: B’s one-half share of the as-
sets of $40,000, plus $2,000, B’s interest in
partnership cash. It should be noted that B’s
$1,000 undrawn share of earnings to the date
of his death is not a separate item but will
be paid from partnership assets. Under the
partnership agreement, A is to pay B’s estate
a total of $31,000. The difference of $9,000 be-
tween the amount to be paid by A ($31,000)
and the value of B’s interest in partnership
property ($22,000) comes within section 736(a)
and, thus, also constitutes income in respect
of a decedent. (However, the $17,000 dif-
ference between the $5,000 basis for B’s share
of the partnership property and its $22,000
value at the date of his death does not con-
stitute income in respect of a decedent.) If,
before the close of the partnership taxable
year, A pays B’s estate $11,000, of which they
agree to allocate $3,000 as the payment under
section 736(a), B’s estate will include $7,000 in
its gross income (B’s $4,000 distributive share
plus $3,000 payment under section 736(a)). In
computing the deduction under section
691(c), this $7,000 will be considered as the
value for estate tax purposes of such income
in respect of a decedent, even though only
$4,000 ($1,000 of distributive share not with-
drawn, plus $3,000, payment under section
736(a)) of this amount can be identified on
the estate tax return as part of the partner-
ship interest.

(d) Effective date. The provisions of
section 753 apply only in the case of
payments made with respect to dece-
dents whose death occurred after De-
cember 31, 1954. See section 771(b)(4)
and paragraph (b)(4) of § 1.771–1.

§ 1.754–1 Time and manner of making
election to adjust basis of partner-
ship property.

(a) In general. A partnership may ad-
just the basis of partnership property
under sections 734(b) and 743(b) if it
files an election in accordance with the
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